STATE OF CALIFORNIA GRAY DAVIS, Governor

PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3298

September 11, 2003 Agenda ID #2717
Ratesetting

TO: PARTIES OF RECORD IN APPLICATION 02-01-004

This is the proposed decision of Administrative Law Judge (AL]) Evans. It will appear
on the Commission’s agenda at the meeting on October 2, 2003. The Commission may
act then, or it may postpone action until later. This matter was categorized as
Ratesetting and is subject to Pub. Util. Code § 1701.3(c). Pursuant to Resolution ALJ-180
a Ratesetting Deliberative Meeting to consider this matter may be held upon the request
of any Commissioner. If that occurs, the Commission will prepare and mail an agenda
for the Ratesetting Deliberative Meeting 10 days beforehand, and will advise the parties
of this fact and of the related ex parte communications prohibition period.

When the Commission acts on the proposed decision, it may adopt all or part of it as
written, amend or modify it, or set it aside and prepare its own decision. Only when
the Commission acts does the decision become binding on the parties.

Pursuant to Pub. Util. Code § 311(d), the parties have stipulated to reduce the
comment period to seven calendar days from date of mailing of the proposed
decision for opening comments and three calendar days thereafter for reply
comments.

Parties to the proceeding may file comments on the proposed decision as provided in
Article 19 of the Commission’s “Rules of Practice and Procedure.” These rules are
accessible on the Commission’s website at http:/ /www.cpuc.ca.gov. In addition to
service by mail, parties should send comments in electronic form to those appearances
and the state service list that provided an electronic mail address to the Commission,
including Assistant Chief AL] Weismehl. Finally, comments must be served separately
on the Assigned Commissioner, and for that purpose I suggest hand delivery, overnight
mail, or other expeditious methods of service.

/s/ ANGELA K. MINKIN
Angela K. Minkin, Chief
Administrative Law Judge
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ALJ/DJE/hI2 DRAFT Agenda ID #2717
Ratesetting

Decision PROPOSED DECISION OF ALJ EVANS (Mailed 9/11/2003)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of KERMAN
TELEPHONE COMPANY (U 1012 C) to

restructure intrastate rates and charges for Application 02-01-004
telephone services furnished within the State of (Filed January 4, 2002)
California.

(See Appendix A for List of Appearances)

OPINION APPROVING SETTLEMENT BETWEEN KERMAN TELEPHONE
COMPANY AND OFFICE OF RATEPAYER ADVOCATES

[. Summary

This decision approves a stipulation between Kerman Telephone
Company (Kerman) and the Commission’s Office of Ratepayer Advocates
(ORA). This decision establishes final rates for Kerman, following the

authorization in Decision (D.) 03-03-009 of interim rates subject to “true up.”

Il. Background
A. Kerman Telephone Company
Kerman owns and operates a telephone system that provides local
exchange telephone service to some 6,800 customers in the City of Kerman and in
surrounding unincorporated areas of Fresno County. Kerman is located

approximately 15 miles west of the City of Fresno on State Route 180.

152525 -1-
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B. Interim Rate Relief
In D.03-03-009, dated March 13, 2003, the Commission granted

Kerman’s Motion for Interim Rate Relief and provided such interim relief
through payment of an additional $1,937,350 in California High Cost

Fund-A (CHCF-A) revenues to Kerman based on Test Year 2002. Kerman
originally filed for a general rate case (GRC) via Advice Letter (AL) 291 with the
Commission’s Telecommunications Division (TD). Kerman asked for a revenue
increase based on a 2002 Test Year of $2.255 million, which would have
produced a 12.25% rate of return on an intrastate rate base of approximately
$4,079,125.

Kerman provided notice to its customers by bill insert as well as by an
advertisement in the Kerman Newspaper in June of 2001. There were no
customer complaints pertaining to Kerman’s AL filing, but the Office of
Ratepayer Advocates (ORA) filed a protest to AL 291 on July 5, 2001.

In Resolution T-16597, the Commission denied Kerman’s request and
ordered Kerman to file a GRC application. The Commission provided a list of
items or issues that Kerman must address or comply with in its application. In
addition, the Commission ordered ORA to conduct an audit of the affiliated
transactions and jurisdictional separation practices of Kerman. Kerman was also
ordered by the Commission to fund the audit. Kerman complied with these
orders in its Application 02-01-004, which it filed on January 4, 2002.

Kerman noted in its application that the primary factors driving the
request for rate relief were additional plant investment and increased operating
expenses. In D.03-03-009, we found that Kerman was facing a financial
emergency and authorized it an interim increase of $1,937,350 based on a 10%

intrastate rate of return. We granted this interim increase subject to “true-up,”
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that is, Kerman would reflect any adjustments to its 2003 Test Year final revenue
rate award. That “true-up” adjustment is a payment back to the CHCF-A by
Kerman of $515,022 based on the Settlement Agreement between Kerman and

ORA, which we are asked to approve.

C. Settlement Agreement
At the first day of hearings on February 19, 2003, Kerman and ORA

announced that they had reached a full settlement of all the issues in the case and
that a written stipulation would be forthcoming. On March 4, 2003, Kerman and
ORA, the only parties to this proceeding, filed a joint motion requesting approval
of an all-party settlement agreement. (See Appendix B of this order.) This matter
stood as submitted with the tendering of this motion.

Included in Appendix B to this decision are the joint exhibits
reflecting the terms of the settlement, including (1) a comparison exhibit showing
the unseparated 2003 Test Year Company Results of Operation, (2) an exhibit
showing the separated, or intrastate, results of operation for the Test Year 2003
“base case,” and (3) an exhibit showing separated results of operation reflecting
the “adopted Test Year at New Rates.” Additional attachments in Appendix B
support the rate design calculations and propose a finding on service quality.
The highlights of the settlement are as follows:

* A reduction of total company Test Year expenses (excluding
depreciation) of $447,780 from the expense amount filed by
Kerman in its original rate case filing.

* A reduction of total company test year depreciation expense of
$813,618 for the level filed by Kerman in its original rate case
filing. This reduction is attributable to an adjustment to
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depreciation rates for four particular accounts! beginning with
Test Year 2003, consistent with ORA’s recommendation in its
direct testimony as originally served on December 16, 2002.

A reduction of total company Test Year rate base from
$12,760,448 to $10,000,000 prior to adjusting rate base to reflect
changes in depreciation. (After taking into account impacts
associated with changes in depreciation rates, the test year total
company rate base is $10,406,810).

Use of total company test year revenues as projected by Kerman
in its original rate case filing.

The rate design as proposed by Kerman in its original rate case
filing, including the elimination of mileage bands.

The use of a 10% intrastate rate of return on which to determine
Kerman’'s revenue requirement.

[1l. Discussion and Public Interest

This is an All-Party Settlement Agreement. We approve all-party

settlements provided the following criteria are present in addition to criteria

applicable to all settlements, which we discuss below. All-party settlements

must meet the following requirements:

The Settlement must command the unanimous sponsorship of all
active parties to the proceeding. Because Kerman and ORA are
the only parties to this proceeding, this criterion plainly is
met.

The sponsoring parties must be fairly representative of the affected
interests. The increase in rates Kerman proposes will affect

1 The plant accounts affected are General Purpose Computers, Digital Switching,
Circuit Equipment and Buried Cable.
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its customers. ORA represents the interests of those
customers and advocates for all customers.2

* No term of the settlement may contravene statutory provisions or
prior Commission decisions. Nothing in the Settlement
Agreement we approve contravenes statutory provisions or
prior Commission decisions, and thus the settlement meets
this criterion.

* The settlement must convey to the Commission sufficient
information to permit it to discharge its future regulatory
obligations with respect to the parties and their interests. The
Settlement Agreement we approve sufficiently states the
amount of the proposed revenues, revenue requirement, and
rate design, as well as a stipulated rate of return so as to
enable the Commission to fulfill its future regulatory
obligations with respect to the parties and their interests.?

In addition to meeting the all-party settlement criteria, the parties must
demonstrate that the settlement is reasonable in light of the whole record, is
consistent with the law, and is in the public interest. In evaluating settlements,
the Commission has recognized a strong public policy in California favoring
settlement and avoiding litigation.* We find that this Settlement Agreement
satisfies all three requirements of Rule 51.1(e).

First, as ORA and Kerman note, the terms of the Settlement Agreement are
reasonable in light of the whole record. The Settlement Agreement reduces test

year expenses and rate base to levels within the ranges established by ORA and

2 Cal. Pub. Util. Code § 309.5.
3 D.92-12-019, 46 CPUC 2d 538, 550-551 (1992).

4 Pacific Bell, 45 CPUC 2d 158, 169, D.92-07-076 (July 22, 1992).
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Kerman testimony. The reduction in depreciation rates for four specified
accounts also falls within the ranges of depreciation rates proposed by ORA and
Kerman. A 10% intrastate rate of return is consistent with recent Commission
Resolutions in Small Local Exchange Company (LEC) rate proceedings under
General Order (GO) 96-A5 and also falls between the 9.12% rate recommended by
ORA and the 12.25% rate recommended by Kerman. With the exception of
measured rate business service, the record reflects no dispute with Kerman’s
proposed rate design. In fact, at the Public Participation Meeting held in Kerman
on January 13, 2003, the customers in attendance supported Kerman’s rate design
proposal. ORA and Kerman stipulated that service complies with all of
GO 133-B service quality measurement standards that are applicable to
companies Kerman’'s size. ORA confirmed that for the last five years only four
informal minor service complaints were filed with the Commission and that all
of these were resolved. Kerman and ORA believe that the Commission should
find that Kerman's service quality is reasonable. We agree and will do so.

Second, the Settlement Agreement is consistent with the law. Consistent
with Pub. Util. Code § 451, the Settlement Agreement will lead to rates that are
just and reasonable. In addition, consistent with Duquesne Light Co. v. Barasch,
488 U.S. 299, 109 S.Ct 609, 102 L.Ed.#d 646 (1989), the rate design and the 10%
intrastate rate of return established by the Settlement Agreement allow Kerman
the opportunity to earn a reasonable rate of return.

Finally, the public interest supports adoption of the Settlement Agreement

as the Settlement Agreement eliminates the uncertainty inherent in continuing to

5 Resolutions T-16697, 16707 and 16711.
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litigate contested issues while also providing for the resolution of those issues in
a manner acceptable to all parties to the proceeding. The Settlement Agreement
also eliminates the need for time-consuming litigation. Further, all terms of the
underlying settlement lie with the range of proposals supported by the sworn

testimony, which constitutes the evidentiary record of this proceeding.

IV.Conclusion

The Settlement Agreement between ORA and Kerman is reasonable and

should be adopted.

V. Categorization
In Resolution ALJ 176-3080, dated January 4, 2002, the Commission

preliminarily categorized this proceeding as ratesetting. The Scoping Memo
issued on November 8, 2002 affirmed this categorization and found that hearings

will be required.

VI. Comments on Proposed Decision

The proposed decision of the ALJ in this matter was mailed to the parties
in accordance with Section 311(d) of the Public Utilities Code and Rule 77.1 of the
Rules of Practice and Procedure. The parties have stipulated to reduce the
comment period to seven calendar days from date of mailing of the proposed
decision for opening comments and three calendar days thereafter for reply

comments.

VII. Assignment of Proceeding

Susan P. Kennedy is the Assigned Commissioner, and Dean J. Evans is the

assigned AL]J in this proceeding.
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Findings of Fact

1. Kerman and ORA have entered into a Settlement Agreement that resolves
every issue in the proceeding.

2. No term of the Settlement Agreement contravenes statutory provisions or
prior Commission decisions.

3. The Settlement Agreement, together with the record in this proceeding,
conveys sufficient information to permit the Commission to discharge its future
regulatory obligation with respect to the parties and their interests.

4. There is no known opposition to approving the Settlement Agreement.

5. Kerman over collected $515,022 from the CHCF-A for Test Year 2003.

6. Kerman’s service quality is reasonable because service complies with the
requirements of GO 133-B service quality measurement standards.

7. The summaries of earnings presented and the quantities and calculations
included in Appendix B which underlie them, are reasonable for ratemaking

purposes.

Conclusions of Law

1. The Settlement Agreement is an “uncontested settlement” as defined in
Rule 51(f).

2. The Settlement Agreement is reasonable in light of the whole record,
consistent with the law, and in the public interest.

3. The Settlement Agreement also meets the criteria of an all-party settlement:
it commands the unanimous sponsorship of all active parties to the proceeding;
these parties are fairly representative of the affected interests; no terms of the
settlement contravene statutory provisions or prior Commission decisions; and
the settlement conveys to the Commission sufficient information to permit it to

discharge its future regulatory obligations.

-8-
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4. Kerman should refund to the CHCF-A a total of $515,022 as a cash transfer,
as suggested by Kerman, including interest using the three-month commercial
paper rate from the date of the payment of the interim rate amount to the date of
the refund within 45 days from the effective date of this order.

5. The Settlement Agreement should be adopted.

6. Based on the record, the revised rates proposed in the Settlement
Agreement are reasonable and justified, considering the test year expenses, rate
base, depreciation levels and rate of return.

7. This decision should be made effective immediately to enable Kerman to

implement its new rates and charges without delay.

ORDER

IT IS ORDERED that:

1. The motion for adoption of the Settlement Agreement by Kerman
Telephone Company (Kerman) and the Commission’s Office of Ratepayer
Advocates (ORA) is granted.

2. Kerman is authorized to file in accordance with General Order (GO) 96-A
and make effective on not less than five days’ notice tariffs containing the rate
revisions as proposed by Kerman. The revised rates shall apply to service
rendered on and after the tariffs” effective date.

3. The lump sum refund of $515,022, including interest, shall be paid or
credited by Kerman to the California High Cost Fund-A within 45 days from the
effective date of the final order in this application.

4. This proceeding is closed.

This order is effective today.

Dated , at San Francisco, California.

-9.
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APPENDIX A

LIST OF APPEARANCES

JEFFREY F. BECK

Attorney at Law

E. Garth Black; Mark P. Schreiber and Sean P. Beatty
COOQOPER, WHITE & COOPER, L.L.P.

201 California Street, 17th Floor

San Francisco, CA 94111

(415) 433-1900

Fax # - (415) 433-5530

Appearing for Kerman Telephone Co. (U 1012 C)
Applicant

smalllecs@cwclaw.com

jbeck@cwclaw.com

NATALIE WALES

CALIFORNIA PUBLIC UTILITIES COMMISSION
Legal Division

505 Van Ness Avenue, Room 5000

San Francisco, CA 94102

(415) 355-5490

Appearing for ORA

Protestant

ndw@cpuc.ca.gov

(END OF APPENDIX A)
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF CALIFORNIA

In the matter of the Application of Kerman

Telephone Co. (U 1012 C) to restructure intrastate Application No. 02-
01-004

rates and charges for telephone services furnished

within the State of California.

JOINT MOTION OF KERMAN TELEPHONE CO. (U 1012 C) AND THE
OFFICE OF RATEPAYER ADVOCATES FOR ADOPTION OF ALL-PARTY
SETTLEMENT AGREEMENT PURSUANT TO ARTICLE 13.5
OF THE COMMISSION'S RULES OF PRACTICE AND PROCEDURE
Pursuant to Rule 51.1(c) of the Commission's Rules of Practice and
Procedure, Kerman Telephone Co. ("Kerman") and the Office of Ratepayer
Advocates ("ORA") request that the Commission approve and adopt the
Settlement Agreement entered into between Kerman and ORA that resolves
Kerman's general rate case in its entirety ("Settlement Agreement"). A copy of
the Settlement Agreement is attached to this motion.
The attached Settlement Agreement reflects an agreed-upon resolution of
Kerman's rate case supported by all parties to this proceeding. Consistent with
the requirements of Rule 51.1(e) of the Commission's Rules of Practice and

Procedure , the Settlement Agreement is reasonable in light of the whole record,

is consistent with law, and is in the public interest.

B-1
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l. BACKGROUND

On January 4, 2002, Kerman filed its general rate case application seeking
an increase of intrastate revenues and the modification of certain of its rates. At
the same time, Kerman also filed a motion for interim rate relief seeking an
interim revenue increase of $1,937,350 for 2002 consistent with its currently-
authorized rate of return of 10%.

ORA protested Kerman's general rate case application and opposed
Kerman's motion for interim rate relief. ORA also retained the services of
outside consultants as authorized by the Commission in Resolution T-16597. In
support of its review of Kerman's rate case filing, ORA engaged in extensive
discovery in the form of written and oral data requests. ORA also visited
Kerman's offices as part of its review. On December 16, 2002, ORA served its
direct testimony in support of its case.

On January 30, 2003, Kerman served its written reply testimony
responding to the issues raised in ORA's testimony.

Hearings on Kerman's rate case application were scheduled to begin on
Tuesday, February 18, 2003. On Thursday, February 13, 2003, Kerman and the
ORA, which are the only parties to this general rate case proceeding, participated
in a conference call to discuss possible areas of settlement. Based on the results
of the conference call, the parties agreed that additional time to discuss

settlement in person would be worthwhile and received permission from the
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assigned Administrative Law Judge (ALJ) to delay the beginning of hearings
until the afternoon of February 18th so that the parties could meet in the
morning. Based on developments during the morning of February 18th, the
parties sought and received from the AL] an additional extension of the hearings
until 10:00 a.m. on Wednesday, February 19th. The parties continued meeting
during the afternoon of February 18th and early on February 19th. At
approximately 10:00 a.m. on February 19th, the parties appeared in the hearing
room before the assigned AL]J to announce that they had reached settlement of all
outstanding issues in the general rate case. Kerman's counsel provided a
summary of the details of the settlement on the record, and ORA's counsel
concurred in this summary. The parties also stipulated to the introduction of
pre-served testimony into the record while reserving their rights to object to such
testimony or cross-examine the witnesses sponsoring such testimony in the event
the Commission rejects or modifies the settlement.

The parties have reduced the terms of their settlement to writing, and
their written Settlement Agreement is attached to this Joint Motion. By this Joint
Motion, the parties request that the Commission approve and adopt the
Settlement Agreement as the basis of the Commission's final decision in this

proceeding.

1. SUMMARY OF SETTLEMENT AGREEMENT

B-3
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As a result of their negotiations, Kerman and ORA have reached a
settlement of all outstanding issues raised by their testimony in this proceeding.
Attached to the Settlement Agreement are exhibits reflecting the terms of the
settlement, including (1) a comparison exhibit showing unseparated 2003 Test
Year Total Company results of operation, (2) an exhibit showing separated
results of operation for the Test Year 2003 “base case,” and (3) an exhibit showing
separated results of operations reflecting the “Adopted Test Year at New Rates.”
Additional attachments to the Settlement Agreement support the rate design
calculations and propose finding on service quality issues. Components of the
settlement that produce the results reflected in these attachments include the
following;:

° A reduction of total company test year expenses (not
including depreciation) of $447,780 from the expense amount filed by Kerman in
its original rate case filing.

° a reduction of total company test year depreciation expense
of $813,618 from the level filed by Kerman in its original rate case filing. This
reduction is attributable to an adjustment to depreciation rates for four particular
accounts beginning with test year 2003, consistent with ORA's recommendation
in its direct testimony as originally served on December 16, 2002. A further

discussion of this change to depreciation rates occurs later in this motion.
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° A reduction of total company test year rate base from
$12,760,448 to $10,000,000 prior to adjusting rate base to reflect changes in
depreciation (after taking into account impacts associated with changes in
depreciation rates, test year total company rate base is $10,406,810).

° Total company test year revenues as projected by Kerman in
its original rate case filing.

° Rate design as proposed by Kerman in its original rate case
filing, including the elimination of mileage bands.

° A 10% intrastate rate of return.

As part of the settlement, Kerman agreed to reduce depreciation rates
beginning in 2003 for four accounts: 1) General Purpose Computers; 2) Digital
Switching; 3) Circuit Switching; and 4) Buried Cable. The agreed-upon

depreciation rates for those accounts beginning in 2003 are as follows:

Account Previous Rate 2003 Settlement Rate
General Purpose Computers 31.10% 9.99%
Digital Switching 14.29% 9.62%
Circuit Equipment 12.03% 8.31%
Buried Cable 9.22% 4.23%

As discussed above, these changes in depreciation rates reduce Kerman's total
company test year depreciation expense by $813,618.

I11.  THESETTLEMENT AGREEMENT IS REASONABLE AND IS IN THE
PUBLIC INTEREST
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To obtain Commission approval of a settlement, the parties must
demonstrate that the settlement is reasonable in light of the whole record, is
consistent with law, and is in the public interest. Rule 51.1(e), Commission's
Rules of Practice and Procedure. In evaluating settlements, the Commission has
recognized a strong public policy in California favoring settlements and avoiding
litigation. Re Pacific Bell, 45 C.P.U.C.2d 158, 169, D.92-07-076 (July 22, 1992). The
Settlement Agreement satisfies all three requirements of Rule 51.1(e) and should
be adopted by the Commission.

First, the terms of the Settlement Agreement are reasonable in light of the
whole record. The Settlement Agreement reduces test year expenses and rate
base to levels within the ranges established by the parties' testimony. The
reduction in depreciation rates for four specified accounts also falls within the
ranges of depreciation rates proposed by the parties. A 10% intrastate rate of
return is consistent with recent Commission Resolutions in Small LEC rate
proceedings under G.O. 96-A% and also falls between the 9.12% rate
recommended by ORA and the 12.25% rate recommended by Kerman. With the
exception of measured rate business service, the record reflects no disputes with
Kerman's proposed rate design. Regarding measured rate business service, the

record demonstrated that no other small local exchange carrier in California has

6 See Resolution T-16697, Resolution T-16707, and Resolution T-16711.
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adopted such a rate design and that Kerman's small business community did not
support the change from flat rate business service. Finally, the record also
demonstrates that Kerman has adequate service quality to support adoption of
the Settlement Agreement. General Order 133-B sets forth service quality
standards with which Kerman must conform. Kerman has satisfied each of those
standards. See Ex. 3, Hurley Direct (for Kerman), pp. 11-13; Ex. 10, ORA Direct
Testimony, p. 5-2.

Second, the Settlement Agreement is consistent with applicable law.
Consistent with Public Utilities Code Section 451, the Agreement will lead to
rates that are just and reasonable. In addition, consistent with Duquesne Light Co.
v. Barasch, 488 U.S. 299, 109 S.Ct. 609, 102 L.Ed.2d 646 (1989), the rate design and
10% intrastate rate of return established by the Settlement Agreement allow
Kerman the opportunity to earn a reasonable rate of return.

Finally, the public interest supports adoption of the Settlement
Agreement. The Settlement Agreement eliminates the uncertainty inherent in
continuing to litigate contested issues while also providing for the resolution of
those issues in a manner acceptable to all parties to the proceeding. The
Settlement Agreement also eliminates the need for time consuming litigation,
reducing the strain on the Commission's limited resources. Further, all terms of

the underlying settlement lie within the range of proposals supported by the

B-7
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sworn testimony which constitutes the evidentiary record of this proceeding.
For these reasons, adopting the Settlement Agreement is in the public interest.
IV. CONCLUSION

Based on the foregoing, the Commission should adopt the Settlement

Agreement as its resolution of Kerman's rate case filing.

Dated this 3rd day of March, 2003, at San Francisco, California.

Jetfrey F. Beck

Sean P. Beatty

COQOPER, WHITE & COOPER LLP
201 California Street

Seventeenth Floor

San Francisco, CA 94111
Telephone: (415) 433-1900
Telecopier: (415) 433-5530

By:

Jeffrey F. Beck
Attorneys for Kerman Telephone Co.

Natalie D. Wales

OFFICE OF RATEPAYER ADVOCATES
California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Telephone: (415) 355-5490

Telecopier: (415) 703-2262

By:

Natalie D. Wales
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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF CALIFORNIA

In the matter of the Application of Kerman

Telephone Co. (U 1012 C) to restructure intrastate Application No. 02-
01-004

rates and charges for telephone services furnished

within the State of California.

SETTLEMENT AGREEMENT

This Settlement Agreement is entered into as of February 19, 2003, by and
between Kerman Telephone Co. ("Kerman") and the Office of Ratepayer
Advocates ("ORA"), these being all of the parties to the captioned proceeding.
This Settlement Agreement is intended to resolve all issues presented in this
general rate application of Kerman Telephone Co. (U 1012 C).

RECITALS
1. On January 4, 2002, Kerman initiated this proceeding with the filing of its
general rate case application seeking an increase of intrastate revenues and the
modification of certain of its rates.
2. On January 4, 2002, contemporaneously with the filing of its application in
this proceeding, Kerman filed a motion for interim rate relief seeking an interim
revenue increase of $1,937,350 for 2002 consistent with its currently-authorized

rate of return.

B-9
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3. Thereafter, ORA protested Kerman's general rate case application and
opposed Kerman's motion for interim rate relief.
4. Following investigation and the propounding of discovery and the service
by both sides of the prepared testimony of their respective witnesses, Kerman
and ORA have arrived at an agreement that provides for the settlement of all
issues presented in the within general rate case proceeding.
5. The within settlement is supported by the testimony received in evidence
in this proceeding. The settlement is reasonable in light of the whole record, is
consistent with the laws of the State of California, and is in the public interest.
AGREEMENT

NOW, THEREFORE, based upon the mutual agreement reflected in this
Settlement Agreement, Kerman and ORA agree to resolution of Kerman's
general rate case application on the following terms:
6. In support of this settlement, the parties have offered into evidence the
pre-served testimonies of each of their witnesses, and the same have been
received into the record by ruling of the assigned Administrative Law Judge,
Dean Evans. Judge Evans has further ruled that this proceeding shall be
considered submitted upon the receipt of this written Settlement Agreement.
Each party has, for the purposes of settlement, waived cross-examination of the
opposing witnesses, but the parties have reserved their rights of objections,

motions, and cross-examination with respect to the testimony of the other party

B-10
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in the event the settlement by the pates is rejected by the Commission. The
testimonies have been received into the record in accordance with the terms
expressed in this paragraph.
7. The parties have agreed to adoption by the Commission of the
unseparated Total Company results of operation for the 2003 Test Year set forth
on Attachment 1 to this Settlement Agreement. In accordance with Rule 51.1 (c),
Attachment 1 is in the form of a comparison exhibit. This exhibit reflects a
stipulated reduction in Kerman's depreciation rates to the levels specified for the
following four accounts: General Purpose Computers, 9.99%; Digital Switching,
9.62%; Circuit Equipment, 8.31%; and Buried Cable, 4.23%. The parties have
further stipulated that these depreciation rate changes shall become effective in
2003 and that they shall not be applied to prior years or to the calculation of any
true-up for Kerman's motion for interim rate relief.
8. The adopted terms of settlement for the 2003 Test Year “base case” are set
forth on a jurisdictionally-separated basis in Attachment 2 to this Settlement
Agreement.
9. The parties further stipulate to:

(@  Adoption by the Commission of a 10% overall rate of return on
intrastate operations, which is the rate of return currently authorized for
Kerman. Based on Kerman's actual capital structure, the 10% stipulated rate of

return would be produced by the following factors:
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Item Cost Weight Weighted Cost
Debt 5.00 0.211 1.06
Equity 11.34 0.789 8.94
ROR 10.00

(b) Adoption of the rate design proposed by Kerman in its filing, which is
set forth in Attachment D to Exhibit 1, the Direct Testimony of Rhonda
Armstrong. This rate design provides for (1) the elimination of grandfathered
two-party service and the related elimination of mileage charges on one-party
service, (2) establishment of charges for local area directory assistance, (3)
establishment of a 1.5% late payment charge, and (4) establishment of a change
charge at one-half the amount of a new service order charge. The tariff changes
required to implement these rate design changes are contained in Attachment E
to Exhibit 1. The aggregate Test Year revenue impact of these local exchange rate
design proposals is a reduction of $240,979.

10.  Application of the stipulated 10% overall rate of return and the stipulated
local rate design changes to the “base case” test year set forth in Attachment 2
produces the “Adopted Test Year at New Rates” set forth on Attachment 3 to this
Settlement Agreement. This exhibit reflects an increase in Kerman's local
exchange revenue requirement of $912,304, in comparison to the base case
exhibit in Attachment 2 ($5,798,750 less $4,886,446 = $912,304). Details of this

calculation are set forth in Attachment 4 to this Settlement Agreement.
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11.  Attachment 5 to this Settlement Agreement reflects the details of the
stipulated net $912,304 revenue requirement increase. This exhibit shows that an
increase in Kerman's test year CHCF-A revenues of $1,153,283, offset by the
$240,979 local rate reduction, is necessary to produce the $912,304 increase in the
Test Year revenue requirement. Accordingly, Kerman's current $1,949,058 level
of 2003 CHCF-A funding provided in Resolution T-16712 should be increased by
$1,153,283, to a total 2003 CHCF-A funding level of $3,102,341.

12.  Kerman shall pay in full all invoices issued by outside consultants
retained by ORA for audits prepared in connection with Kerman's general rate
case application. Kerman shall be authorized to recover all amounts paid to the
ORA-retained outside consultants in its next CHCF-A filing as a nonrecurring
item.

13.  ORA agrees that it will not oppose adoption by the Commission of the
draft decision of AL] Evans mailed on February 11, 2003, granting Kerman's
motion for interim rate relief. Following issuance of a Commission decision
authorizing interim rate relief, Kerman will submit a compliance filing to adjust
the authorized level of interim rate relief to reflect the revenue requirement
impacts of this Settlement Agreement. ORA reserves the right to review and
comment on Kerman's compliance filing.

14. By entering into this Settlement Agreement, Kerman affirms that it shall

comply with the provisions of the Commission's Decision Number 93-02-019
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establishing reporting requirements pertaining to affiliate transactions and that it
shall further comply with rules of the Federal Communications Commission
pertaining to affiliate transaction as those rules apply to Kerman and as those
rules may be modified in the future.

15.  The parties stipulate that the Commission should base its findings on
service quality issues on the facts summarized in Attachment 6 to this Settlement
Agreement.

16.  The provisions of this Settlement Agreement are not severable and shall
only become effective after the Commission has entered an order approving this
Settlement Agreement without modification. In the event this Settlement
Agreement is not accepted in its entirety by the Commission, it shall be deemed
to be withdrawn, without prejudice to any claims, positions, or contentions
which may have been made or are made in this proceeding by any party and
shall not be admissible in evidence or in any way described in any proceedings
hereinafter. The provisions of this Settlement Agreement shall not be construed
as or deemed to be a precedent by any party or the Commission with respect to
any issue, principle, or interpretation or application of law and regulations, for
any purpose or in connection with any proceeding before a court of law or any
state or federal government regulatory body.

OFFICE OF RATEPAYER ADVOCATES

Dated: By:
Natalie D. Wales
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Dated:

Counsel to the Office of Ratepayer Advocates

KERMAN TELEPHONE CO.

By:

Jeffrey F. Beck
COOPER, WHITE & COOPER LLP
Counsel to Kerman Telephone Co.
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COMPARISON EXHIBIT

KERMAN TELEPHONE CO. RATE CASE
A.02-01-004

2/19/03 STIPULATED SETTLEMENT AMOUNTS - TOTAL COMPANY

Taotal Company Total Company Total Company
ltems R, Kerman ORAMerman
(@) () Stipulated Amounts
OPERATING REVENUES:
Local Network Servica 5,310,658 4 _BEG 446 4 BEE 445
Long Distance Netwark ) 0 0
Metwork Access Services:
Intrastate 1,249,348 1.240,845 1,240,845
Intarstate 2,685,120 2,580,363 2,580,363
Miscellansous Revenues 211,798 211,798 211,798
Less: Uncoliectible Revenues (17,285 (17.208) (17.295)
Total Operating Revenus 9,439,8™ 8,902,157 8,902,157
OUERATING EXPENSES: _
Plart Specific " 1,557,837 2,414,000 2,297,273
Flarnt Non-Speacfic B45,626 B56,000 885,135
Depraciation & Amortization 1,041,834 2,200,781 1,387,173
Customer Oparations 063,525 1,008,000 998,166
Corporate Operations 1,370.472 2 487,000 2,136,648
Total Oparating Expenses 5,580,084 8,045,791 7.684,383
OPERATING TAXES:
Operating Federal Income Taxes 1,136,840 (83,179) 287,784
Operating State Income Taxes 324,270 (28,575) 84,933
Taxes Other Than Operating 120,000 166,000 166,000
Deferred Operating Incoma Taxes 0 ] o
Total Operating Taxes 1,581,210 46,246 548,717
HET OPERATING INCOME 2,288,567 (05.BAO) G047
RATE BASE
Telephone Plant-in-Service 12,335,704 21,17 E73 19,513,475
Talaphone Plant Hald for Future Use
Telephone Flant Under Construction 0 831250 o0
Materials & Supplies 125,000 125,000 0
Working Cash 274,148 648,000 544,000
Less: Dapraciation Reserve (8,392, 740) (B,855,975) (9,253,1686)
Deferrad Taxes (501.500) (501,500) (5011,500)
Customer Deposit 0 V] 1]
Total Rate Base 2,840,812 12,760,448 10,406,610
Rate of Retum T9.89% 0.70% 6.43%
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DRAFT

KERMAN TELEPHONE CO.
SEPARATED RESULTS OF OPERATIONS
Adopted Test Year Base Case
TOTAL INTRAETATE
compmlr | mTEmSTATE | TOTAL ACCESS INTRALATA [
TOTAL MTH PL
TEMS (o] L ] Lap=ceg) i L' {hmiechap
OPERATING RIT¥RHLIER"
Lol Motwort, Sercy i, ] 440 448 o L] L] 418
Ly Db Mertwors a L] ? ] L] a a
Hisivorh AfGess St
urnsile 1,340,345 0 1080 1240548 [ o o o
irterstan 2500283 L500.303 (] o a L] L]
[ L F gl ] rT g 197, 18T 51,187 -} L] L 180,000
sy ireolincilhin Firans {1T.295) L] {17 295) [LFX ] a ] a 4, o)
Totsl Operating R B 16T 2804 574 8,207,183 170, M L L) L 8027500
(OPERATING EXPENTES: :
[P S LTI AT - TR o01,840 [ a ] T3 368
Pant Hon Speclic # S, 73 T8 G453 . 080 L o 9 AR
Clegareciaton & Aokl 1,387,170 =80 A.0d8 20 00,344 a o 1] AT 0
(Custemar Dpsrtions 0,188 210,384 7o 308 583 o o o 400,950
(Corporsin Dperatos 2,138,048 ok ] 1,63, TEY T . L] o L LA
Totel Opersing Expersas| 7,084,393 1,828 538 L1 2,048,003 0 ] ] 211
OPERATING TAXES: i
Cperating Fosd i Taksss T 210,400 TH,304 ETman 0 o o o3 am0
Cipsarniirgg Simin nz. Tamss B4, 033 L .55 {104,005 a o -] 188424
T sy ey 1w Jpermling 0, I G 120, 508 B, 551 L] L] o TR
Confired Diper come Taoms a L] o L] o a ] L]
Tkl Ciprasting Tidass samT pab TR (L2 ] ] L L] i, 188
MET CPESATING IMCOME T AT TE 04 (1004.808) [ L] o 1,308,800
RATE BADE
| T stphcrs Pt n-Sarvics Tasiasmm ATmpes  l4TRE08  T7ELTIE ] o L 0,998 08
ool P bk R st i
Tl PN b comsinution ] L] L] L] L] L} ] o
bl & Suppilon ] L] L] ] o a ] ]
= B4 000 T 0 220, X0 18,800 L) o L A58, TOD
L ean ey Flssres (0,283, 16 (1387 23%) s R o L] o 3,060,087
Dl Tiean [t o) (118,500} = 1E 0] {ITT.AD) ] L] ] 204, 20|
Cuptorte (ol T o a [} a o L} o
Tolal Forim Baws| 10,400,840 24T 7.7 2342 407 a o a 3,500 573
Flale of Ramam Lty 16.88% 1A% 2B.IT% 000 0.00% 0.00% TN
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KERMAN TELEPHONE CO.
SEPARATED RESULTS OF OPERATIONS
Adopted Test Year @ New Rates
— TOTAL INTRASTATE
COMPANY | INTERSTATE TOTAL ACCESS INTRALATA EXCHAMGE
TOTAL MTE PL
ITEMS i ) (EiA) 1] [Cmbia m @) [ 1}
OPFERATING AEVENLER:
Loogl Mo Sareion 890,70 L' ] B,7BA. TR Q o L] 5,708,750
Loy Drmtarcs Msteort: ] a ] ] a
Mstwcwl ACTEEE Svoed
Irustine 1,240,845 [ 1,240,840 1,240 Bat ] ] o ol
2,580,000 2580, a <] ] ] -]
S T By T Himae wmT 1T a4, 10i bl ] [ ] 140
Ly | iyt e [AEs_ ] ] R ] {12, 408] L ] L] m1
Tt Do iy iy L] el Ta1e452 1270004 1] u L] oo ach
OPFERATING EIMSES:
Pt Spacdi ra7Im EEATS 1,733,108 Y50 o [} o TR
Pland Mos Specie S s oz o 53 350,430 L a o 290,430
Diepreciation & Amortization 13871473 o T 1,048 23 B0 344 L] ] L] AT 08
(Camtomer Oparaions LRl ol g e A o o L] 00, D
Coporme Cpersons : 130,848 I BER 1,650,787 TH L L) q 11,881
e e T A 30 pF--. 8. ] 8,553 555 3, 0a8 G ] ] o a1.8m
DPERATING TR
Dporatng Fod ncoms Taum fo 1ot Fal-F ] 304,088 TS Sy a a ] 38,304
Cperaing Stais ne. Tasss #8558 L1 ] 102,983 (10, CoEy a o a 297,072
Tl cHfwa thn oyratiey 188,000 HAE 13,885 50561 o o o T Fad
Cwtwrind e moxarie Tigoss a a o L] o -] o L]
Tkl Cperaing T LIz =136 50,7 1, B ] ] ] 1,273,000
WET OFERATING INCCIME 1247 344 7T TO2H (1004506 o o Q 1,884, TO6
FATE BASE s
Trisptone Far-an-Servics 18513478 4 Te3 80 147 o0 o 7,783,718 L} L o 9,968,088
Tl Pt bl for s
[Tl P e comamnction : L] L] ] ] L a -] ]
lat & Supplins “ R L] [ I a o o o ) L}
Wéoridry Cash B48,000 7,700 220,300 #4,70 ] o L] RL K
L. Crs Farm 1w (2.253, 100} (L28T Zm} (08 g  (3008.8TT} a L L 3.000,087}
Dl T o ) (LT R A8 "= S L] 0 ] " 204,500}
Customes depost 8 8 o o o [ o [
Tﬂﬂ-!J 10408,010 LT TarR }8a2, 507 L] L] o 3,808, T
]l-ulﬂll.m 1.7 e, 10.00% BTN 0.00% 0.00% LOT% A.06%|
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KERMAN TELEPHONE CO.

NET TO GROSS MULTIPLIER CALCULATION

KERMAN TELEPHONE CO.
NET TO GROSS MULTIPLIER CALCULATION

1. STATE RATE BASE

2. RATE OF RETURN ON RATE BASE
3.RETURN ON RATE BASE (LN 1*LN 2)

4. NET OPERATING INCOME (2003 EST. RESULTS)
5. NET ADJUSTMENT (LN 3 - LN 4)

6. NET TO GROSS MULTIPLIER

7. GROSS REVENUE CHANGE REQUIRED
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7,702,230
10.00%

- 221,304

548,919

912,304

DRAFT



A.02-01-004 ALJ/DJE/hI2 DRAFT

KERMAN TELEPHONE CO.
RATE DESIGN

KERMAN TELEFHONE CO. RATE DESIGN

2003

2003 2003

Adopted TY Adopted TY  Change

Base Case  w/ new rates
TARRIFFED SERVICE .
1. Hemized and Tariffed Service 2,516,128 2,275,149 (240,979)
NON-TARIFFED SERVICE
2. Universal Service Revenue 412,545 412,545 .
3. PacBell Lultn Contract 8816 8,816 -
4. CHCF A Revenue 1,848 857 3,102,140 1,153,283
5. PacBell Setlemeant - -
6. Foreign Advertising 135,000 135,000 -
7. Miscl Revenue 10,000 10,000 -
8. LIDE 1,000 1,000 .
Total Local Revenue 4 886,446 5,798,750 @12,304
Total local Miec] Revenue 148,000 . 148,000 -
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KERMAN TELEPHONE CO.
A02-01-004

PROPOSED SERVICE AREA/SERVICE QUALITY FINDINGS

Kerman provides local exchange telephone service to approximately 6,500 access lines in
a service area of approximately 170 square miles, located to the west of the City of Fresno.
Kerman's business office is located at 811 S. Madera Ave. in the City of Kerman. Kerman's
business office is open to customers during normal business hours Monday through Friday. The
Company also provides 24-hour priority answering of repair service lines every day of the year.

Kerman's local exchange service mc]udﬁ both interLATA and intralL ATA
prcglbscr'tp&un to long distance service providers, using the full 2-PIC methodology prescribed
by the Commission. Kc;mm also provides access to enhanced 911 services, including “warm
line™ access to E911 by disconnected customers.

Kerman's service complies with all G.O. 133-B service quality measurement standards
that are applicable to companies of its size. ORA's review of the Commission's complaint
tracking system indicated that for the last five years only four informal minor service complaints
were filed with the Commission and that all of these complaints were resolved. These facts

support a Commission finding that Kerman's service quality is reasonable.
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CERTIFICATE OF SERVICE BY MAIL

[, Moel Gieleghem, declare:

[ am a resident of the State of California, over the age of eighteen years, and not a party to
the within action. My business address is COOPER, WHITE & COOPER LLP, 201 California
Street, Seventeenth Floor, San Franeisco, CA 94111,

Om March 4, 2003, I served the foregoing:

JOINT MOTION OF KERMAN TELEPHONE CO (U 1012 C)
AND THE OFFICE OF RATEPAYER ADVOCATES
FOR ADOPTION OF ALL-PARTY SETTLEMENT AGREEMENT
PURSUANT TO ARTICLE 13.5 OF
THE COMMISSION'S RULES OF PRACTICE AND PROCEDURE
by hand delivery or by placing a true and correct copy thereof with the firm's mailing room
personnel for mailing in accordance with the firm's ordinary practices to the parties on the attached
_service list. .
I declare under penalty of perjury that the foregoing is true and correct.
Executed on March 4, 2003, at San Francisco, California.

Nopel Gieleghem li
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